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INTRODUCTION 

For  some  time,  representatives  from  many  Montana  cities,  towns  and  counties 
have  been  stating  concern  over  their  respective  governments'  ability  to  maintain 
even  basic  service  levels.  In  partial  response  to  these  concerns.  Governor  Ted 
Schwinden  appointed  a  special  Temporary  Committee  on  Local  Government  Finance  in 
October,  1981,  representing  counties,  cities  and  Montana  State  administration. 
(See  Appendix  A  for  a  list  of  committee  members.)  Governor  Schwinden  pointed 
out  that,  although  local  governments  file  many  reports  and  audits  with  the 
State,  there  has  never  been  a  program  which  would  routinely  compile,  analyze, 
and  summarize  these  reports  and  publish  the  results.   The  Committee  was  charged 
with  examining  the  current  and  projected  financial  condition  of  Montana's 
cities,  towns  and  counties  and  the  impact  of  proposed  changes  in  federal  fund- 
ing. The  Consulting  Services  Bureau  of  the  Department  of  Administration  was 
asked  to  serve  as  staff  support  to  the  Committee.  Meeting  in  the  fall  of  1981 
and  with  the  assistance  of  the  Consulting  Services  Bureau  staff,  the  Committee 
produced  a  "Preliminary  Report  on  Local  Government  Financial  Condition".  This 
report  was  presented  to  Governor  Schwinden  and  made  available  to  legislators 
during  the  1981  Special  Session. 

A  review  of  the  preliminary  report  generated  three  actions:  a)  six  com- 
munities were  added  to  the  sample  groups;  b)  a  survey  of  local  governments  was 
performed  to  gather  data  regarding  cash  balances,  registered  warrant  expenses 
and  levels  of  governmental  services;  and  c)  the  accuracy  of  some  original  data 
was  improved.  These  actions  resulted  in  the  development  of  this  document  as  a 
first  attempt  at  an  "Annual  Report  on  Local  Government  Financial  Conditions". 
The  reader  is  cautioned  that  the  report  is  not  all-inclusive.  It  portrays  the 
current  financial  situation  of  local  governments  in  very  general  terms.  Time 
and  resource  constraints  as  well  as  problems  associated  with  financial  data 
(discussed  later)  necessitated  a  less  than  comprehensive  approach. 


Sample  Communities 

.  » 
Sample  conmunities  were  selected  to  represent  the  following  type  of  com- 
munities: 

smoe  '{ 

large  cities  (10,000  in  population  or  more), 

small  cities  (1,000  to  10,000), 

towns  (less  than  1,000  population), 

urban  counties, 

rural  counties, 

coal  and  oil  impact  counties  and  cities, 

consolidated  governments  (Butte-Silver  Bow  and  Anaconda-Deer  Lodge). 

Appendix  B  lists  sampled  communities.  The  information  generated  from  them 

relates  only  to  averages  for  the  sampled  groups  rather  than  to  a  specific  local 

government  and  the  average  for  a  particular  group  may  not  accurately  represent 

all  members  of  the  group.  Thus,  findings  and  conclusions  should  be  considered 

tentative  at  best. 
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It  is  critical  when  performing  any  analysis  of  financial  condition  to  view 
more  than  a  single  point  in  time.  Many  local  government  finance  studies  use  a 
time  frame  of  10  years  or  more.  This  study  utilizes  a  4  year  period,  1979  - 
1982.  This  time  frame  was  selected  for  three  reasons:  1)  the  recent  conversion 
by  many  local  governments  to  the  new  "budgetary  accounting  and  reporting  system" 
(BARS)  results  in  questionable  comparability  and  quality  of  financial  data  prior 
to  approximately  1979,  2)  resource  and  time  constraints  for  this  study  did  not 
permit  a  more  extended  time  period,  and  3)  the  national  economy,  especially  as  it 
affects  local  government  finance,  has  changed  more  rapidly  in  the  last  4  or  5 
years  than  in  previous  decades.  Data  were  adjusted  for  inflation  using  1979  as 
as  a  base  year.  Data  from  subsequent  years  were  adjusted  by  applying  the  follow- 

ing  factors: 

9v  r  ?<■ 

1980  reported  values  times  .92  equals  deflated  values  ' 

1981  reported  values  times  .88  equals  deflated  values 

1982  reported  values  times  .81  equals  deflated  values 

These  adjustment  factors  are  derived  from  the  Implicit  Price  Deflator  reported 
by  the  US  Department  of  Commerce. 


Quality  of  Data 

One  of  the  most  important  findings  resulting  from  this  study  does  not  deal 
directly  with  the  financial  condition  of  any  of  Montana's  local  governments. 
Rather,  it  involves  the  very  real  problem  of  obtaining  accurate  financial  data 
from  local  governments.  Local  governments  are  annually  required  to  submit 
approved  budgets  and  annual  reports  to  the  State  Department  of  Administration. 
They  must  also  be  audited  periodically,  either  by  the  State  or  private  account- 
ing firms.  The  completeness  and  consistency  of  these  budgets  and  annual  reports 
are  questionable  at  best.  Some  local  governments  are  not  yet  using  the  new, 
standardized  B.A.R.S.  reporting  format.  Even  those  which  use  B.A.R.S.  exercise 
considerable  discretion  in  how  financial  information  is  reported.  It  is  imper- 
ative not  only  to  bring  all  local  governments  onto  B.A.R.S.  as  soon  as  possible, 
but  to  continue  to  improve  the  accuracy  and  comparability  of  reported  financial 
data.  Only  when  this  is  achieved  can  a  definitive  analysis  of  the  financial 
condition  of  all  local  governments  be  made.  The  reader  is  urged  to  view  the 
information  in  this  report  in  the  spirit  with  which  it  is  presented,  i.e.,  as  a 
general  indicator  of  the  apparent  financial  condition  of  selected  groups  of 
Montana  local  governments.  The  report  represents  only  the  first  step  in  a  long 
process  of  developing  good  data  and  meaningful  analysis  of  local  government 
finance  in  Montana. 

What  is  Financial  Condition? 

The  term  "financial  condition"  has  many  meanings.  In  a  specific  accounting 
sense,  it  can  describe  a  government's  ability  to  generate  enough  cash  in  30  to 
60  days  to  pay  its  bills.  This  is  defined  as  "cash  solvency".  Financial  condi- 
tion can  also  refer  to  whether  or  not  a  local  government  can  generate  enough 
revenue  over  its  normal  budget  period  to  meet  its  obligations,  without  incurring 
deficits,  also  called  "budgetary  solvency".  The  ability  of  a  local  government 
to  meet  all  its  obligations,  both  those  occurring  normally  in  any  year  and  long 
term  expenditures,  is  referred  to  as  "long  run  solvency".  Finally  and  most 
importantly,  financial  condition  can  refer  simply  to  whether  a  government  can 
provide  the  level  and  quality  of  service  required  by  its  constituency  for  the 
general  health  and  welfare  of  the  community.  This  concept  has  been  referred  to 
as  "service  level  solvency".  A  lack  of  such  solvency  is  exemplified  by  governments 


which  apparently  have  sufficient  revenues,  but  suffer  from  inadequate  police  or 
fire  services,  deteriorating  roads,  etc.  Taken  together,  these  concepts  lead  to 
financial  condition  broadly  defined  as  "the  ability  of  the  local  government  to 
pay  its  way  on  a  continuing  basis,  and  the  ability  to  maintain  appropriate 
service  levels,  withstand  local  or  regional  economic  disruptions  and  meet  the 
demands  of  natural  growth,  decline  or  other  change". 

Economic  Indicators 

While  there  are  numerous  economic  indicators  which  can  be  used  to  measure 
the  financial  condition  of  any  particular  local  government,  four  are  used  in 
this  study: 

1)  Revenue  -  both  tax  and  non-tax  revenue,  reliance  on  tax  revenue  and 
analysis  of  taxable  valuation  as  a  measure  of  ability  to  raise  revenues. 

2)  Expenditures  -  per  capita  expenditures,  total  operating  expenditures, 
^    and  number  of  employees  per  1000  population. 

3)  Service  levels  -  perceptions  of  local  government  officials  as  to  the 
level  of  services  provided  by  their  local  government  over  the  last  5 
years. 

4)  Cash  -  fund  balances  in  July  and  October  and  amounts  of  interest  paid 
to  borrow  funds  to  meet  immediate  cash  demands. 

Several  economic  indicators  could  not  be  included  in  this  study.  Some  of  these 
are: 

debt  positions  (both  short  term  and  long  term), 
actual  as  opposed  to  perceived  service  levels, 

real  shifts  from  capital  to  operation  and  maintenance  expenditures, 
unfunded  liability  measures  such  as  employee  pensions  and  other 
accrued  benefits, 

deterioration  of  infrastructure,  such  as  water  and  sewer  plants, 
transmission  lines,  and  street/sidewalk  condition, 
shifts  to  non-tax  sources  of  revenue  such  as  special  improvement 
districts  for  maintenance  services,  including  street  sweeping,  light- 
ing, etc. 


SUMMARY  FINDINGS 
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The  property  tax  base  (taxable  valuation)  of  the  sampled  local  govern- 
ments (with  the  exception  of  coal  impact  counties)  has  not  kept  pace 
with  inflation  as  measured  by  the  implicit  price  deflator  for  state 
and  local  governments.  Many  communities  have  lost  20%  or  more  to 
inflation. 

Real  declines  have  occurred  in  total  and  non-tax  revenues  since  1979 
for  all  sizes  of  cities  and  towns  (again  except  for  coal  and  oil 
communities).  Most  non-coal  counties  experienced  a  general  decline  in 
non-tax  revenue  while  total  revenue  increased  slightly  (due  primarily 
to  increased  tax  rates).  Coal  and  oil  counties  have  seen  massive 
increases  in  total  and  non-tax  revenues  since  1979. 


While  impact  cities  and  counties  have  substantially  increased  their 
expenditures  since  1979,  many  small  cities  have  cut  expenses  by  nearly 
20%  and  most  other  local  governments  are  within  +  4%  of  their  1979 
spending  level . 

Most  local  governments  have  reduced  the  number  of  employees  (except 
for  impact  and  urban  counties)  in  an  effort  to  maintain  basic  services 
with  declining  revenues. 


Despite  cost  saving  efforts,  all  groups  of  local  governments  (except 
impact  counties)  have  had  to  substantially  increase  taxes  to  maintain 
services  at  or  near  1979  levels. 


TABLE   1 

PERCENT  CHANGE   IN 

FINANCIAL 

CONDITION   INDICATORS  1979  - 

1981 

Large 

Consolidated 

Small 

Oil 

Coal 

Urban 

Rural 

Impact 

Cities 

Governments 

Cities 

Towns 

atiss 

Cities 

Counties 

Counties 

Counties 

Taxable  Valuation''                 (12) 

(27) 

(10) 

(17) 

(2) 

(13) 

(9) 

(8) 

169 

Operating  Mill  Levy  2                22 

56 

17 

18 

4 

13 

26 

(2) 

(31) 

Total  Operating  Revenue            (8) 

(3) 

(15) 

(3) 

56 

5 

6 

3 

37 

Non— Tax  Revenue                      (9) 

(3) 

(20) 

(2) 

260 

11 

n/c 

(6) 

48 

Operating  Expenditures              3 

(3) 

(17) 

(2) 

13 

n/c 

<1) 

4 

24 

Number  of  Employees  2            (9) 

n/a 

(14) 

n/c 

n/c 

(13) 

3 

(6) 

14 

Per  Thousand  Population 

(  )  =  Deceases 

1).  Compiled  Jan.  81  for  FY  81  -  82  Budget 

2).  As  reported  in  FY  81  -  82  Anni 

jal  Budgets 

n/a  =  Not  Available 

n/c  =  No  Change 

REVENUE 

Revenues  determine  in  large  part  the  capacity  of  a  government  to  provide 
services.  Ideally,  the  operating  revenues  of  a  community  should  grow  at  a  rate 
equal  to  or  greater  than  the  combination  of  inflation  and  expenditures.  While 
clear  financial  trends  are  not  easily  established,  it  is  possible  to  examine 
current  patterns  and  describe  their  effects. 

Methods  for  financing  local  government  operations  are  currently  undergoing 
change  in  Montana.  Some  communities,  particularly  large  cities,  are  shifting 
traditionally  general  funded  activities  to  funding  by  special  revenue  sources 
such  as  fees,  charges  and  special  assessment  districts.  This  is  an  apparent 
attempt  to  increase  local  revenue  while  relieving  some  of  the  pressure  from  the 
general  property  tax  base.  There  are  advantages  and  disadvantages  to  this 
practice.  It  allows  citizens  to  set  service  levels  for  themselves  through  their 
willingness  to  pay  for  a  given  service  and  this  "pricing"  system  can  be  an  effect- 
tive  means  of  allocating  scarce  resources.  However,  there  are  some  who  argue 
that  fees  are  often  regressive  in  nature  and  that  families  living  on  fixed 
incomes  are  discouraged,  sometimes  prevented,  from  consuming  public  services 
because  they  cannot  afford  to  pay  the  price.  This  argument  has  been  used  to 
maintain  public  libraries  as  a  tax-supported  "free"  service  rather  than  on  a  use 
charge  basis. 

For  the  purpose  of  this  report,  total  operating  revenue  is  divided  into  two 
general  categories:  Tax  Collections  (receipts  from  the  property  tax  levy),  and 
Non-Tax  Revenues  (receipts  from  such  sources  as  fees,  fines,  interest  from 
investments,  and  intergovernmental  revenue). 

Total  Revenue 

Figure  1  represents  the  general  trends  in  total  revenues  received  from  1979 
to  1981  by  the  local  governments  in  the  sample  groups.  As  the  graph  illustrates, 
total  operating  revenues  of  Montana's  large  cities,  consolidated  governments, 
small  cities,  and  towns  have  not  kept  pace  with  inflation  as  measured  by  the 
Implicit  Price  Deflator.  Urban  and  rural  counties  have  witnessed  modest  revenue 
increases.  This  does  not  suggest  that  all  local  governments  are  declining,  nor 
that  all  are  in  financial  trouble.  It  simply  represents  general  tendencies  for 
the  subgroups.  Figure  1  also  reflects  large  decreases  in  total  revenue  for  oil 


cities  and  impact  counties  for  1981.  This  is  due  to  increases  in  gross  and  net 
proceed  taxes  from  mineral  extraction  activities  in  these  areas.  Coal  impact 
cities,  which  are  dependent  upon  State  Coal  Board  grants,  did  not  show  such 
large  increases  as  did  the  other  impact  governments. 


FIGURE    1 
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Non-Tax  Revenue 

Non-Tax  revenue  consists  of  fees,  fines,  interest  from  investments,  inter- 
governmental transfers,  and  other  miscellaneous  sources.  Figure  2  represents 
the  general  trend  of  non-tax  revenue  for  each  sampled  local  government.  Large 
and  small  cities  experienced  sharp  declines  in  1981.  In  the  case  of  large 
cities,  the  decline  for  1981  might  be  attributed  to  reductions  in  federal  funds. 
This  decline  has  not  only  reduced  expenditures  for  those  specific  functions,  but 
has  at  times  reduced  revenue  for  general  government  operation  because  adminis- 
trative costs  were  financed  through  "indirect  cost"  allocations  and  adminis- 
trative overhead. 
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Small  cities  also  appear  to  have  suffered  a  decline  in  non-tax  revenue.  An 
official  from  one  small  city  suggested  the  following  as  a  possible  explanation 
for  reductions  in  non-tax  revenue: 

"Our  construction  activity  is  down,  therefore,  so  are  permit  fees. 
We've  also  had  cuts  in  CETA,  which  means  we've  had  to  cut  our  police 
force,  so  we  are  bringing  in  less  money  in  fines." 

Impact  cities  and  counties  reported  significant  increases  during  this 
period.  The  lion's  share  of  this  reported  increase  is  from  allocations  of 
"increased  production"  revenues  from  the  oil  and  gas  severance  tax.  As  a 
result,  oil  impact  cities  (e.g.,  Plentywood)  have  experienced  an  overwhelming 
increase  in  non-tax  revenue  since  1979,  while  coal  cities  (e.g.,  Forsyth)  have 
recorded  a  relatively  moderate  increase.  The  remaining  groups  -  urban,  rural 
counties,  towns,  consolidated  governments  -  appear  to  have  kept  pace  with  in- 
flation. 

Property  Tax 

Montana's  local  governments  have  historically  relied  heavily  on  property 
tax  as  the  primary  revenue  source.  The  figures  below  show  that  property  tax 
collections  as  a  percent  of  total  revenue  are  increasing  or  remaining  constant 
for  most  communities. 


TABLE 

2 

TAX  COLLECTIONS 

AS  A 

PERCENT 

OF  TOTAL   REVENUE 

1979 

1980 

1981 

Large  Cities                                              53 

54 

53 

Consolidated  Governments                      53 

52 

52 

Small  Cities                                              39 

42 

45 

Towns                                                      40 

47 

44 

Urban  Counties                                        39 

40 

44 

Rural  Counties                                         39 

42 

42 

Impact  Counties                                         34 

30 

X 

Oil  Cities                                                     61 

64 

44 

Coal  Cities                                                  44 

46 

42. 

In  actual  reported  dollars,  the  total  taxable  valuation  of  Montana  has 
grown  sharply  during  the  last  ten  years  -  from  $965  miTlion  in  1972  to  over  $2 
billion  in  1982.  This  should  have  provided  local  governments  with  a  signifi- 
cantly larger  tax  base.  However,  as  Figure  3  illustrates,  in  constant  1972 
dollars,  the  taxable  valuation  for  the  State  has  remained  relatively  constant, 
$965,608,451  in  1972  to  $966,387,567  in  1982.  Furthermore,  the  adjusted  valua- 
tion would  be  much  less  than  in  1972  if  it  were  not  for  the  extraordinary 
increases  in  coal,  oil  and  gas  counties.  These  counties  have  experienced  tre- 
mendous valuation  increases  over  not  only  the  past  four  years,  but  over  the  past 
ten  years  as  well.  This  rapid  growth  tends  to  raise  the  statewide  valuation 
figure,  therefore  masking  the  decline  felt  by  other  communities.  Figure  4 
illustrates  the  loss  of  taxable  valuation  for  various  types  of  communities 
during  the  last  four  years.  It  is  clear  that  when  the  increases  in  valuation  of 
impact  areas  are  not  included,  all  other  local  governments  are  experiencing  a 
significant  decline  in  tax  base  due  to  inflation. 

FIGURE   3 
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The  tax  base  of  Montana's  local  governments  has  not  only  failed  to  keep 
pace  with  inflation  in  terms  of  real  growth,  but  has  been  steadily  eroded  by 
recent  tax-related  legislation.  Several  bills  passed  by  the  47th  Session  of  the 
Montana  Legislature  both  reduced  and  narrowed  the  property  tax  base  for  local 
governments.  These  laws  involve  the  taxable  valuation  of  livestock,  agricultural 
machinery,  railroads,  oil  and  gas,  and  business  inventories.  Excluding  the  oil 
and  gas  legislation  (since  it  only  affects  a  few  eastern  counties/cities)  and 
the  repeal  of  the  business  inventories  tax  (since  it  does  not  take  full  effect 
until  1983),  these  tax  measures  will  reduce  the  taxable  valuation  of  property  by 
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over  $150  minion  statewide.  If  these  effects  were  applied  uniformly  throughout 
the  state,  it  would  amount  to  an  approximate  7.5%  reduction  in  the  tax  base  of 
every  community.  However,  they  will  not  be  applied  un^iformly.  Those  communities 
with  a  high  proportion  of  agricultural  machinery,  livestock,  railroads,  etc. 
will  have  the  largest  reductions  in  their  tax  base.  (Refer  to  the  "Preliminary 
Report  on  Local  Government  Finance",  November,  1981  for  a  complete  analysis  of 
tax-related  State  Legislation.) 

These  losses  in  tax  base  have  an  adverse  effect  on  the  number  of  mills 
required  to  generate  tax  revenue.  The  number  of  mills  levied  by  local  juris- 
dictions to  fund  operations  has  increased  dramatically  since  1979.  Figure  5 
represents  the  increases  in  the  number  of  mills  levied  by  the  sample  communities. 
Although  the  general  operating  levy  for  counties  appears  to  be  either  increasing, 
or,  in  the  case  of  rural  counties,  remaining  relatively  constant,  levies  for 
support  of  road,  bridge,  poor,  and  other  separate  funds  are  increasing  dramatically. 
Poor  fund  levies  for  both  urban  and  rural  counties  have  climbed  dramatically  and 
the  average  road  fund  levy  for  urban  counties  has  climbed  44%  over  1979  levels. 


Large  Cities  (operating  levy) 

Consolidated  Governments  (operating  levy) 

Small  Cities  (operating  levy) 

Towns  (operating  levy) 

Urban  Counties  (operating  levy) 
(road  fund) 
(bridge  fund) 
(poor  fund) 

Rural  Counties  (operating  levy) 
(road  fund) 
(bridge  fund) 
(poor  fund)    ,, 

Impact  Counties  (operating  levy) 
(road  fund) 
(bridge  fund) 
(poor  fund) 

Oil  Cities  (operating  levy) 

Coal  Cities  (operating  levy) 


FIGURE   5 

MONTANA   LOCAL  GOVERNMENTS 
MILL   LEVY   INCREASES  (DECREASES)   1979  -   1982 
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EXPENDITURES 

Examination  of  expenditures  was  divided  into  three  areas,  total  operating 
expenditures,  per  capita  expenditures  and  number  of  employees. 

Figure  6  indicates  in  constant  1979  dollars  that  the  majority  of  the 
governments  (excepting  small  cities  and  impact  cities  and  counties)  have  main- 
tained relatively  constant  expenditures.  The  expenditure  increases  reported  by 
impact  cities  and  counties  reflect  the  effects  of  increased  population  and 
development,  while  the  expenditure  decline  of  small  cities  appears  to  reflect  an 
attempt  to  bring  spending  in  line  with  declining  revenues.  For  most  communities, 
these  modest  increases  or  decreases  represent  an  attempt  to  cut  services  back  in 
nonessential  areas  and  concentrate  on  the  basic  services  citizens  demand. 

FIGURE  6 

CHANGE   IN  TOTAL  OPERATING   EXPENDITURES 

1979  -   1981 

MONTANA   LOCAL   GOVERNMENTS 

ADJUSTED   FOR   INFLATION 

(Implicit  Price  Deflator) 
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FISCAL   YEAR 
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Figure  7  presents  per  capita  expenditures  for  the  sample  communities.  When 
compared  to  similar  national  figures,  Montana's  local  governments  are  spending 
less  than  the  norm.  Nationally,  cities  with  populations  between  10,000  and 
50,000  population  expend  $272  per  capita  and  cities  between  50,000  and  99,999 
expend  $266  per  capita. 


FIGURE   7 


PER  CAPITA  REVENUE  AND  EXPENDITURES  FY  81 

MONTANA   LOCAL  GOVERNMENTS 

(Adjusted  for  Inflation) 
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Personnel  costs  traditionally  make  up  the  bulk  of  local  government  expendi- 
tures. Table  3  depicts  the  number  of  employees  per  thousand  for  the  sampled 
communities  and  change  from  1979.  It  appears  that  most  communities  have  reduced 
personnel  since  1979  in  order  to  keep  personnel  costs  under  control.  This  is 
another  example  of  a  fiscal  retrenchment  process. 
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TABLE 

.  3 

NUMBER 

OF   EMPLOYEES 

PER  ONE 

THOUSAND 

POPULATION  -  1982 

Increase  or  (Decrease) 

Large  Cities 

from  1979 

8 

(  9)% 

Butte-Silver  Bow* 

9 

(  3)% 

Small  Cities 

8 

(14)% 

Towns 

11 

0 

Urban  Counties 

6 

3% 

Rural  Counties 

13 

(  6)% 

Impact  Counties 

24 

14% 

Oil  Cities 

6 

0 

Coal  Cities 

7 

(13)% 

•Anaconda— Deer 

Lodge  Not  Available 

Federal  Budget  Cuts 

Much  has  been  said  about  the  impact  on  local  governments  of  recently 
enacted  and/or  proposed  federal  budget  cuts,  but  this  is  not  a  static  or  single 
parameter  situation.  Changes  occur  almost  daily  which  affect  the  funds  flowing 
from  the  federal  government  to  local  governments.  Following  the  passage  of  the 
Omnibus  Budget  Reconciliation  Act  of  1981,  an  analysis  was  performed  which 
quantified  the  fiscal  impact  of  those  federal  budget  actions  on  Montana  local 
governments.  (Refer  to  the  Preliminary  Report  on  "Local  Government  Finance", 
November,  1981,  for  a  complete  analysis  of  Federal  Budget  Actions.)  The  re- 
ductions involved  such  program  areas  as  community  and  economic  development, 
energy  conservation,  land  and  water  conservation,  education,  welfare,  public 
employment,  highway,  revenue  sharing  and  payments-in-lieu-of-taxes.  There  are 
many  variables  and  unknowns  involved  in  analyzing  how  much  of  the  impact  will  be 
passed  onto  local  governments  from  these  budget  cuts,  but  cuts  in  direct  pay- 
ments from  the  federal  government  to  localities  (Revenue  Sharing  and  Payments- 
in-Lieu-of-Taxes)  will  result  in  a  loss  of  over  6  million  dollars  to  local 
governments  in  fiscal  1982.  Local  governments  will  feel  the  effects  of  the 
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other  federal  budget  reductions  primarily  through  reduced  services  provided  by 
federal  or  state  agencies  and/or  the  shift  of  burden  to  provide  or  fund  these 
services.  The  total  impact  on  local  governments  from  already  implemented  budget 
cuts  will  be  between  $50  and  $100  million.  Proposals  since  last  fall  have  not 
been  analyzed  in  this  report.  For  the  vast  majority  of  Montana  communities, 
federal  funds  represent  a  relatively  insignificant  portion  of  their  total 
revenue  sources.  However,  the  loss  of  these  funds  and  the  concomitant  shifting 
of  service  delivery  burdens  will  tend  to  exacerbate  an  already  difficult  situa- 
tion for  many  local  governments. 

i:  SERVICE  LEVELS 

Budget  documents  and  annual  reports  do  not  address  the  level  of  service 
provided  in  a  community.  In  order  to  better  understand  the  changes  in  service 
levels,  a  questionnaire  was  sent  to  communities  within  each  subgroup  to  obtain 
their  perceptions  of  changes  during  the  past  four  years  (1978-1982).  (See 
Appendix  C  for  list  of  responding  communities.) 

The  four  areas  surveyed  were  general  administrative  services,  public 
safety  (fire,  police),  public  service  (streets,  sanitation  services),  and 
library/ recreation  services.  There  were  no  significant  tendencies  for  any 
specific  subgroup.  However,  for  local  governments  as  a  whole,  two  areas  stand 
out.  As  Table  4  shows,  84%  of  the  respondents  felt  their  general  administrative 
services  were  either  improving  or  remaining  constant  due  primarily  to  increases 
in  productivity  rather  than  expenditures.  In  the  area  of  public  service,  84%  of 
the  respondents  felt  services  were  either  declining  or  staying  the  same.  The 
respondents  explained  that  decreases  occurring  primarily  in  the  area  of  streets 
and  roads  are  a  result  of  reduced  capital  expenditures. 


• 

TABLE  4 

PERCEIVED 

CHANGE   IN   SERVICE   LEVELS 

General 

:r}<y-:   '«$j 

p 

Administrative 

Public  Safety 

Public  Service 

Library  and 

•• 

Service 

(Fire,  Police) 

(Streets,  Sanitation) 

Recreation 

Improving 

40% 

36% 

16% 

16% 

Same 

44% 

36% 

40% 

52% 

Declining 

16% 

28% 

44% 

32% 

Ifi 


CASH 

Data  concerning  cash  contained  in  normal  annual  reports  were  so  inconsistent 
that  a  brief  questionnaire  requesting  information  about  local  cash  position  was 
sent  to  a  sample  of  governments.  On  the  basis  of  the  data  reported,  it  appears 
that  the  State's  smaller  communities  have  faired  slightly  better  in  their  cash 
position  than  larger  communities.  While  many  towns  and  rural  communities 
reported  cash  increase  over  the  past  four  years,  most  large  cities  and  urban 
counties  reported  declining  cash  balances. 

Local  government  officials  characterized  their  cash  positions  over  the  past 
four  years  as  follows: 

30%  said  cash  was  declining, 

12%  said  cash  was  staying  the  same, 

20%  said  cash  was  increasing, 

30%  said  cash  was  varying  significantly  from  year  to  year, 

8%  did  not  respond. 

The  questionnaire  also  addressed  the  amount  of  interest  communities  pay 
annually  on  registered  warrants.  Typically,  warrants  are  registered  during  the 
period  between  July  (when  a  new  budget  starts)  and  November  (when  the  first  half 
tax  payments  are  received).  This  allows  the  government  to  meet  its  cash  demands 
and  is  similar  to  tax  anticipation  notes  at  the  State  level. 

With  regard  to  interest  paid  on  registered  warrants,  the  questionnaire 
found  that: 

less  than  30%  of  the  responding  governments  are  registering  warrants 
on  the  general  fund  group  of  accounts, 

while  no  particular  subgroup  is  registering  more  or  fewer  warrants 
than  another,  two  large  cities  (Missoula  and  Kalispell)  are  experiencing 
the  greatest  increase  in  interest  paid, 

approximately  one  third  of  the  respondents  believe  they  have  a  signifi- 
cant problem  at  this  time  or  are  anticipating  one  in  the  near  future. 
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LOCAL  EXPECTATIONS 

* 

The  questionnaire  also  dealt  with  local  officials'  expectations  for  the 
future.  These  are  the  opinions  of  those  responding  to  the  questionnaire  and  do 
not  necessarily  reflect  the  opinions  of  other  local  government  officials.  These 
opinions  are  not  necessarily  supported  or  refuted  by  the  data  in  this  report. 

The  questionnaire  found  that  a  majority  of  the  respondents  believe  that  tax 
and  non-tax  revenue  sources  will  not  be  adequate  to  maintain  current  service 
levels.  They  believe  that  services  must  be  cut,  revenues  increased,  or  some 
form  of  financial  help  (State  or  Federal)  must  be  obtained  to  maintain  solvency. 
A  few  officials  felt  that  their  revenue  sources  were  adequate.  However,  this 
response  was  offered  primarily  by  officials  in  impact  communities  who  cautioned 
that  their  sound  financial  standing  was  dependent  on  gross  or  net  oil  and  gas 
proceeds. 

Many  officials  are  concerned  that  local  levies  are  approaching  maximum 
limits,  both  legal  and  with  regard  to  constituent  ability  to  pay.  One  official 
from  a  large  city  commented:  "The  property  tax  burden  on  property  owners  is 
steadily  increasing  and  is  close  to  a  breaking  poipt."  There  is  also  apprehen- 
sion concerning  non-tax  revenue  sources  and  many  officials  predict  a  dramatic 
increase  in  expenditures.  For  many  communities,  the  soaring  costs  of  salaries 
and  benefits  will  mandate  levy  increases  for  the  next  fiscal  period.  In  addi- 
tion, many  officials  state  that  rising  costs  are  causing  capital  expenditures  to 
be  deferred  to  the  future.  Traditional  sources  of  capital  outlay  monies,  particu- 
larly revenue  sharing,  are  increasingly  being  used  for  maintenance  and  operation 
expenses.  One  official  from  a  small  city  stated  "we  are  using  35%  of  our  revenue 
sharing  for  operation  and  maintenance  expenses  instead  of  capital  purchases.  We 
have  become  too  dependent  on  revenue  sharing  to  supplement  our  general  fund 
budget." 

CONCLUDING  REMARKS 

There  afe  two  fundamental  conclusions  to  be  drawn  from  this  study: 

Many  of  Montana's  local  governments  are  facing  an  uncertain  financial 
future  with  climbing  expenditure  pressures  and  declining  revenues. 
Current  financial  reporting  and  analysis  systems  are  woefully  in- 
adequate for  a  definitive  assessment  of  local  government  financial 
condition. 


APPENDIX  A 
Temporary  Committee  on  Local  Government  Finance 


Municipal  Officials 

Don  Peoples,  Chief  Executive 

Butte -Silver  Bow 
Thomas  J.  Peterson,  Mayor 

City  of  Hamilton 
Mike  Young,  Finance  Officer 

City  of  Missoula 
Samuel  Bogges,  Finance  Officer 

City  of  Billings 
Joe  Kojancik,  Mayor 

Town  of  Wibaux 


County  Officials 

Franklin  H.  Steyaert,  Commissioner 

Cascade  County 
Thomas  A.  Beck,  Commissioner 

Powell  County 
John  Wilkinson,  Commissioner 

Lewis  &  Clark  County 
Joann  Peres,  Clerk  and  Recorder 

Choteau  County 
Gary  Nystul ,  Financial  Consultant 

Flathead  County 


Administrative  Officials 

Lt.  Governor  George  Turman 

Dave  Lewis,  Budget  Director 

Office  of  Budget  and  Program  Planning 

Morris  Brusett,  Director 

Department  of  Administration 

Ellen  Feaver,  Director 
Department  of  Revenue 

Dale  Harris 

Department  of  Commerce 
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Sampled  Communities 


Large  Cities 

Billings 

Great  Falls 

Helena 

Bozeman 

Kalispell 

Missoula 


Consolidated  Governments 

Anaconda-Deer  Lodge 
Butte-Silver  Bow 


Small  Cities 

Boulder 

Columbia  Falls 

Deer  Lodge 

Glasgow 

Harlem 

Laurel 

Poison 

Roundup 

White  Sulphur  Springs 

Wolf  Point 


Urban  Counties 

Cascade 

Flathead 

Gallatin 

Hill 

Lewis  and  Clark 

Yellowstone 


Towns 

Bainville 

Big  Sandy 

Broadus 

Circle 

Denton 

Drummond 

Hysham 

Richey 

West  Yellowstone 


Oil  Cities 

Plentywood 

Baker 

Sidney 

Coal  Cities 

Forsyth 
Hardin 

Rural  Counties 

Beaverhead 

Carter 

Fergus 

Granite 

Lake 

Mineral 

Phillips 

Sanders 

Impact  Counties 

Bighorn 

Liberty 

Pondera 

Richland 

Rosebud 

Sheridan 

Toole 
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Communities  Responding  to  Questionnaire 


Cities  and 
Towns 


Counties 


Billings 

Bozeman 

Circle 

Columbia  Falls 

Forsyth 

Glasgow 

Helena 

Kalispell 

Missoula 

Plentywood 

Wibaux 


Cascade 

Hill 

Lake 

Lewis  and 

Mineral 

Missoula 

Pondera 

Rosebud 

Sanders 

Sheridan 

Toole 

Treasure 


Clark 


Consolidated  Governments 


Anaconda-Deer  Lodge 
Butte-Silver  Bow 
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